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1. INTRODUCTION & CERTIFICATION

This report presents the results of the actuarial valuation of the Everett Contributory Retirement System. The valuation
was performed as of January 1, 2022 pursuant to Chapter 32 of the General Laws of the Commonwealth of
Massachusetts. The actuarial assumptions used in this valuation are the same as those used in the January 1, 2020
valuation except the investment return assumption was reduced from 7.375% to 7.25% and the mortality assumption
was modified to reflect a more current mortality improvement scale.

This valuation was based on member data as of December 31, 2021, which was supplied by the Retirement Board. Such
tests as we deemed necessary were performed on the data to ensure accuracy. Asset information as of December 31,
2021 was provided in the Annual Statement for the Financial Condition as submitted to this office in accordance with
G.L. c. 32, ss. 20(5)(h), 23(1) and 23(2)(e). Both the membership data and financial information were reviewed for
reasonableness, but were not audited by us.

This report was prepared by PERAC for the exclusive use of the Everett Retirement Board, its staff and its auditors. The
report was performed to determine the funded status of the System and the contribution requirements to ensure that
System assets along with the contributions are sufficient to provide the prescribed benefits. Use of this report by other
parties may not be appropriate and may result in mistaken conclusions because of the failure to understand applicable
assumptions, methods or the inapplicability of the report for purposes other than those intended. PERAC should be asked
to review any statement to be made based on the results presented in this report. PERAC will accept no responsibility
for any such statement made without its prior review.

Future actuarial measurements may differ significantly from the current measurements presented in this report due to
such factors as plan experience differing from that anticipated by the economic or demographic assumptions, changes
in economic and demographic assumptions, and increases or decreases expected as part of natural operation of the
methodology used for these measurements such as additional contribution requirements based on the plan’s funded status
and changes in plan provisions or applicable law. As part of this valuation, we have not performed an analysis of the
potential range of future measurements.

We, the undersigned actuaries, are members of the American Academy of Actuaries and meet the Qualification
Standards of the American Academy of Actuaries to render the actuarial opinion contained in this report. In our opinion,
the actuarial assumptions used in this report are reasonable, are related to plan experience and expectations, and represent
our best estimate of anticipated experience under the system. We believe this report represents an accurate appraisal of
the actuarial status of the system performed in accordance with generally accepted actuarial principles and practices
relating to pension plans.

Respectfully submitted,
Public Employee Retirement Administration Commission

T Al el

John F. Boorack, Actuary Smss R. Lam\p}o ctuarial Consultant
Member of the American Academy of Actuaries er of the Ame an Academy of Actuaries
Fellow of the Conference of Consulting Actuaries Associate of the Society of Actuaries

Enrolled Actuary Number 20-8562 Enrolled Actuary Number 20-4709

Johff’ Esq
Exedutive Diyector

December 19, 2022
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2. EXECUTIVE SUMMARY

A | COSTS UNDER CURRENT VALUATION

The principal results of the January 1, 2022 actuarial valuation are shown below.

Present Value of Future Benefits

Actives $227,532,904

Retirees, Survivors, and Inactives 166,700,760

Total $394,233,664
Normal Cost

Total Normal Cost $8,585,796

Expected Employee Contributions 4,759,676

Net Normal Cost $3,826,120

Actuarial Liability and Development of Unfunded Actuarial Liability

Actives $147,517,638
Retirees, Survivors, and Inactives 166,700,760
Total $314,218,398
Assets 239,029,805
Unfunded Actuarial Liability $75,188,593

The Board recently adopted a funding schedule effective in FY23. The appropriation for FY23 under this
funding schedule is shown on page 15 and the complete funding schedule is shown on page 16.
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2. EXECUTIVE SUMMARY (continued)

B | COMPARISON WITH PRIOR VALUATION

The last full valuation was performed by PERAC as of January 1, 2020. The investment return assumption
was decreased from 7.375% to 7.25% effective with this valuation. We maintained the base mortality
assumption determined from our local system retiree mortality analysis completed in 2019, but updated the
mortality improvement scale (see Part C). Other assumptions are based on our Local Experience Study
Analysis issued in 2002 with a subsequent adjustment to the salary increase assumption. Below we have

shown a comparison of the results between the two valuations.

Increase/ % Increase/
1/1/22 1/1/20 (Decrease) (Decrease)
Total Normal Cost $8,585,796 $7,936,071 $649,725 8.2%
Expected Employee Contributions 4,759,676 4,370,486 $389.190 8.9%
Net Normal Cost $3,826,120 $3,565,585 $260,535 7.3%
Total Actuarial Liability $314,218,398 | $282,738,386 | $31,480,012 11.1%
Assets 239,029.805 177,706,713 | $61,323.,092 34.5%
Unfunded Actuarial Liability $75,188,593 | $105,031,673 | ($29.843,080) (28.4%)
Funded Ratio 76.1% 62.9% 13.2%
Number of Active Employees 716 731 (15) (2.1%)
Total Salary $51,162,737 $47,724,877 $3,437,860 7.2%
Average Salary $71.456 $65,287 $6,169 9.4%
Average Age 459 47.0 (1.1) (2.3%)
Average Service 11.2 11.7 (0.5) (4.3%)
Number of Retirees/Survivors 512 504 8 1.6%
Total Benefits* $16,347,754 $14,187,357 $2,160,397 15.2%
Average Benefits* $31,929 $28.150 $3,779 13.4%
Average Age 74.9 75.3 (0.4) (0.5%)

*excluding State reimbursed COLA
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2. EXECUTIVE SUMMARY (continued)

C | FUNDED STATUS AND PLAN EXPERIENCE SINCE PRIOR VALUATION
Funded Status

The unfunded actuarial liability (UAL) and funded ratio are measures of the plan’s funded status. These
measures reflect the plan’s position as of January 1, 2022. We believe these measures, by themselves, are
not appropriate for assessing the sufficiency of plan assets to cover the estimated cost of settling the plan’s
benefit obligations or assessing the need for or the amount of future contributions. However, we believe these
measures, in conjunction with the plan’s funding schedule shown on page 16, are appropriate for assessing
the amount of future contributions.

The UAL in this valuation reflects the actuarial value of assets, a method that recognizes investment gains
and losses over five years. As of January 1, 2022, the actuarial value of assets is 90.0% of the market value.
On a market value basis, the UAL is $48.6 million and the funded ratio is 84.5%.

Plan Experience

Plan Liabilities

The System experienced a gain on plan liabilities of approximately $700,000 since the last valuation (the
actuarial liability was less than expected). This gain is primarily due to there being more terminations than
assumed as well as fewer disabilities than assumed over the past 2 years, offset somewhat by pay for
continuing members increasing more than assumed. This gain is determined before reflecting the assumption
changes discussed on the next few pages.

Plan Assets

The System previously adopted an asset smoothing methodology to determine the actuarial value of assets
(AVA). As of January 1, 2022, the AVA is $239.0 million compared with the market value of assets (MVA)
of $265.6 million. The AVA is 90.0% of the MVA. The rates of return on a market value basis in 2020 and
2021 were 12.7% and 20.4% respectively. The returns on an AVA basis were approximately 10.4% and
15.5% respectively. The recognition of a portion of prior deferred investment gains and losses contributed to
an asset gain of approximately $22.4 million over the 2-year period on an AVA basis.

Total

There was a total net gain of approximately $23.1 million since the last valuation ($700,000 gain on actuarial
liability plus $22.4 million gain on the AVA).
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2. EXECUTIVE SUMMARY (continued)

C | FUNDED STATUS AND PLAN EXPERIENCE SINCE PRIOR VALUATION

(continued)
Actuarial Assumptions

Investment Return

For our 2020 actuarial valuations, we generally recommended an assumption between 6.90% and 7.15%. For
the Everett Retirement System, we used an assumption of 7.375%. The long-term trend, both in Massachusetts
and nationally, has been to consistently reduce this assumption.

Early in 2022, NEPC, the Pension Reserves Investment Trust’s (PRIT) investment consultant, provided
figures for 30-year expected return projections using a building block approach, as well as the target allocation
and expected long term returns by asset class. The expected annual return is 6.9% (6.4% if we assume
expenses of 50 basis points and the expected return reflects a gross return) in this study. This figure is 10
basis points greater than the figure from the 2021 study. Note that the 6.9% average expected return does not
mean that the expected return each year will be 6.9%. In fact, over the shorter term (10 years) the average
expected return is 5.7% (10 basis points less than last year). Greater expected returns in later years determine
NEPC’s long-term projection. The NEPC projected returns are the first measure we use to determine a
reasonable range for the long-term investment return assumption.

A comparison of recent expected return projections as well as historical PRIT returns is shown below.

Expected Annual Return
2016 2017 2018 2019 2020 2021 2022
10-year expected return * 6.8% 6.8% 6.6% 6.8% 6.2% 5.8% 5.7%
30-year expected return 7.8% 7.8% 7.7% 7.9% 7.3% 6.8% 6.9%

* In years prior to 2020, NEPC’s short-term horizon was 5-7 years

Actual Returns as of December 31, 2021
2021 20.5%
5 years (2017-2021) 12.9%
10 years (2012-2021) 11.0%
20 years (2002-2021) 8.6%
37 years (1985-2021) 9.9%

Besides the NEPC analysis, we review the capital market assumptions of other investment consultants for
comparison. We also review the Horizon Actuarial Services Survey of Capital Market Assumptions. This
study compares the assumptions of 39 different investment consultants including NEPC. The Horizon study
used in our analysis was published in August 2021. Since it reflects 2021 capital market assumptions, there
is a lag between the Horizon results and the NEPC study. However, the Horizon study continued to show the
trend of decreasing expected investment returns. Other studies we reviewed show results consistent with this
trend.
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2. EXECUTIVE SUMMARY (continued)

C | FUNDED STATUS AND PLAN EXPERIENCE SINCE PRIOR VALUATION

(continued)

In addition to the NEPC and other capital market analyses, NASRA periodically publishes a survey of
investment return assumptions used by over 100 large public plans. In its study as of January 2022, the
average investment return assumption is 7.04%, a decrease from the 7.18% figure published in February 2021.
Although this study does not consider different asset allocations between the plans, it demonstrates the
continuing reduction in this assumption.

As part of our analysis, we considered whether to recommend maintaining the 7.375% assumption adopted
in 2020 or reducing the assumption further. We recommend reducing this assumption as part of this valuation.

There are several reasons we recommend a reduction in this assumption. Both the NASRA survey and the
Horizon study show reductions from last year’s results. As the NASRA survey outlined above shows, there
was a decrease in the average assumption by 14 basis points (7.18% to 7.04%). The Horizon study shows a
decrease in the expected long-term return based on a “hypothetical fund” (the allocation is roughly
comparable to PRIT’s allocation) from 6.66% to 6.25%.

The investment return assumption is assumed to be net of expenses. We have taken a measured approach with
regard to our recommendation of this assumption. We review this assumption annually, and generally, we
have not recommended a decrease in this assumption of more than 25 basis points between any two successive
years. Until a few years ago, our recommended assumption had been between the NEPC short-term and long-
term expectations. However, with the significant decreases in the NEPC expectations in 2020 and 2021, and
our measured approach, the majority of our recommended range for 2021 (6.75% - 7.15%) ended up being
greater than NEPC’s long-term expectation (6.8%). Because of our measured approach with regard to this
assumption, the assumption might exceed the NEPC long-term expectation for a limited period. However, we
expect our recommended assumption will be between the short and long-term expectations within a few years.

We prefer that the investment return assumption be between the NEPC short and long-term expectations, and
not exceed the NEPC long-term expectation for two reasons. First, although the assumption is a long-term
assumption, we want to reflect that over the short-term, returns are expected to be lower. Second, we noted
earlier that the 30-year expected return would be 6.4% if we assume expenses to be 50 basis points. Although
actual PRIM returns are reported gross of expenses, our understanding is that NEPC considers the
expectations to be net of expenses because their methodology models indexed funds with negligible fees and
that active management has historically at least offset fees. However, the Actuarial Standards of Practice,
which provide guidance in developing assumptions, note that anticipating superior performance may be
unduly optimistic. We are inclined to be conservative in developing the investment return assumption, to
reflect both short-term returns and investment expenses.
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2. EXECUTIVE SUMMARY (continued)

C | FUNDED STATUS AND PLAN EXPERIENCE SINCE PRIOR VALUATION

(continued)

Lastly, we note that PRIT’s return was 20.5% in 2021. It is easier to reduce the investment return assumption
when there are investment gains to offset the increase in actuarial liability due to a reduction in the investment
return assumption. In that respect, CalPERS has adopted a funding risk mitigation policy that reduces the
investment return assumption when the actual investment return in a given year exceeds the investment return
assumption.

There are fewer reasons to consider maintaining this assumption. First, there was virtually no change in the
NEPC short and long-term expectation this year compared to last year. Also, PRIT’s returns for 2020 and
2021 were 12.5% and 20.5% respectively. The 5-year, 10-year, and 20-year average returns were 12.9%,
11.0% and 8.6%. On average, PRIT’s returns have exceeded the assumption during these periods.

The system used an assumption of 7.375% in the January 1, 2020 actuarial valuation. Since we did not perform
an actuarial valuation of your plan as of January 1, 2021 (and thus did not consider reducing this assumption
at that time), we recommended reducing the investment return assumption as of January 1, 2022 to reflect the
two-year period since the prior assumption was selected. Therefore, our initial recommendation for your
system was 7.25%, which is just outside our 2022 generally recommended range of 6.75% - 7.15%.

The Board adopted a schedule using an assumption of 7.25%. This reflects a reduction in this assumption
from 7.375%. We will continue to monitor this assumption and we may recommend decreasing this
assumption as part of the January 1, 2024 actuarial valuation. A reduction in the investment return assumption
increases the plan’s liabilities.

This change increased the normal cost by approximately $220,000 and the actuarial accrued liability by
approximately $4.0 million.

Mortality

We completed a local system retiree mortality analysis in 2019. As part of our analysis, we compared our
experience to the public retirement plan mortality tables released in 2019 (the Pub-2010 Mortality Tables-
which did not include Massachusetts public plans). We found that our experience was not consistent with
these tables. Based on our findings, we adopted the RP-2014 Blue Collar table projected generationally with
Scale MP-2018. We continue to use this base table for our 2022 local system actuarial valuations. However,
we are updating the mortality improvement scale to the more current MP-2020.

This modest change had virtually no impact the normal cost and decreased the actuarial accrued liability by
approximately $1.5 million.

Total Impact

The overall impact of these two assumption changes increased the plan’s normal cost by $220,000. The
actuarial liability increased by approximately $2.5 million. The funding schedule shown in this report reflects
these revised assumptions.
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2. EXECUTIVE SUMMARY (continued)

C | FUNDED STATUS AND PLAN EXPERIENCE SINCE PRIOR VALUATION

(continued)
Chapter 176 Provisions

Chapter 176 of the Acts of 2011, An Act Providing for Pension Reform and Benefit Modernization, made a
number of changes to the Chapter 32 pension law. There are several changes that will have the most impact
on decreasing plan liabilities over the longer term. These include an increase in the normal retirement age by
two years (for example, from age 65 to age 67 for Group 1 members), an increase in the age (early retirement)
reduction factor for ages below the maximum age (from a 4.0% to a 6.0% annual reduction), and an increase
in the period for determining a member’s average annual compensation (from 3 years to 5 years). These
changes are effective only for members hired after April 1, 2012.

As of January 1, 2022, there were 461 members hired after April 1, 2012. The normal cost decreased
approximately $465,000 and the actuarial liability decreased approximately $4.2 million for these members
compared to the figures under the prior provisions.

COLA Base

This valuation reflects a COLA base of $14,000. The 2020 valuation reflected this same base.
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2. EXECUTIVE SUMMARY (continued)

C | FUNDED STATUS AND PLAN EXPERIENCE SINCE PRIOR VALUATION

(continued)
Expenses

We have generally included administrative expenses paid by the plan in the development of normal cost in
our actuarial valuations. However, that is not the case with investment related expenses. Historically, most
local systems have used an investment return assumption that is net of investment related expenses. Over 10
years ago, we began reflecting a portion of investment related expenses in the normal cost. We used an
expense assumption of $1.1 million in this valuation, which reflects approximately $800,000 of investment
related expenses. Over time, we expect the total administrative and investment expenses to be included in
the normal cost. Alternatively, a lower investment return assumption can achieve a similar result.

Net 3(8)(c) Reimbursements

A common assumption is that §3(8)(c) payments paid from a system are approximately equal to §3(8)(c)
payments paid to a system. However, we found for most local systems, this isn’t true. For your system, there
is net §3(8)(c) cash outflow during the year. In order to better reflect the actual cost to the System, we have
once again included expected net §3(8)(c) payments in the funding schedule.

Funding Schedule

The funding schedule presented in this report was recently adopted by the Board. The FY23 payment and the
amortization of the Early Retirement Incentive programs (ERIs) were maintained from the prior schedule
except the ERI payments were adjusted to reflect the revised investment return assumption. The total
appropriation increases 5.0% each year through FY27 with a final amortization payment in FY28.

GASB 67/68

The auditors requested we use the results of this valuation to prepare the Governmental Accounting Standards
Board (GASB) disclosures for the fiscal year ending June 30, 2022 and the plan year ending December 31,
2021. The statements are commonly referred to as GASB 67 and GASB 68. GASB 67 relates to financial
reporting for state and local government pension plans (plan financials). GASB 68 relates to financial
reporting by state and local governments for pension plans (employer financials). We have used a
measurement date of December 31 in each year we have provided these disclosures. We have not provided
any GASB 67/68 exhibits in this report. These disclosure exhibits have been provided under separate cover.
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2. EXECUTIVE SUMMARY (continued)
D | RISK

Risk is defined as the potential for differences in future plan measurements resulting from actual future
experience deviating from actual assumed experience. The plan is subject to a number of risks that could
affect the plan’s future financial condition. Examples of risk include the following:

Investment risk — the potential that investment returns will be different than expected;

Asset/liability mismatch risk — the potential that changes in asset values are not matched by changes in the
liabilities;

Interest rate risk — the potential that interest rates will be different than expected;

Longevity and demographic risk — the potential that mortality or other demographic experience will be
different than expected;

Contribution risk — the potential that employer contributions to the plan will not be made, or will not be made
at the assumed level.

In this section, we provide a brief analysis of several risk measures that we believe are most significant for
the plan. A more detailed risk assessment that includes further scenario testing (assessing the impact of one
or several events on the plan’s financial condition, for example projecting plan investment returns), stress
testing (assessing the impact of an adverse change in one or several factors), sensitivity testing (assessing the
impact of a change in an actuarial assumption), or stochastic modeling (generating numerous possible
outcomes by allowing for random variations in input items to assess the distribution of the outcomes) may
provide a better understanding than the analysis in this section.

Unfunded Actuarial Liability and Funded Ratio

The plan’s unfunded actuarial liability (UAL) and the funded ratio for the past 10 years are shown below. The
UAL is the Actuarial Liability less the Actuarial Value of Assets. The funded ratio is the Actuarial Value of
Assets divided by the Actuarial Liability. The retirement system is said to be fully funded when the UAL is
zero, or said another way, when the funded ratio is 100%. Actuarial valuations have been performed every
two years over this period and the valuation results are determined as of January 1.

Valuation Date
2012 2014 2016 2018 2020 2022
UAL (in millions) $115.7 $118.8 $117.3 $107.2 $105.0 $75.2
Funded Ratio 38.4% 42.8% 49.0% 57.3% 62.9% 76.1%

The UAL increased in 2014 and has decreased each year since. The 2012 valuation was the second actuarial
valuation after the significant market value loss in 2008. The 2008 investment loss was not fully recognized
until the 2014 valuation. Reductions in the investment return assumption and changes to the mortality
assumption in the past 10 years have increased the plan’s actuarial liability and therefore the UAL. The plan
has reduced its investment return assumption several times from 8.0% in the 2012 valuation to 7.25% in this
valuation. The mortality assumption has also been updated several times including the adoption of a fully
generational table in 2016 and the update described in this report. For comparison, using the January 1, 2012
plan assumptions, the UAL as of January 1, 2022 would be approximately $41 million.
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2. EXECUTIVE SUMMARY (continued)

D | RISK (continued)

The funded ratio has steadily increased over this period. The assumption changes described above have also
significantly impacted the funded ratio. For comparison, using the 2012 plan assumptions, the 2022 funded
ratio would be approximately 85%.

Investment Return Assumption and Funding Schedule
Investment return assumption: 7.25%

Amortization of UAL basis: 5.0% total appropriation increase to FY27 with a final amortization payment
in FY28

The System reduced the investment return assumption to 7.25% in this valuation. For comparison, there are
currently 70 Massachusetts systems using an assumption of 7.0% or below.

It is important to note that our emphasis for over the past several years has been to establish funding schedules
that complete the amortization of the UAL no later than FY35. This allows systems some flexibility in the
event of another market downturn. We believe establishing a schedule that completes the amortization of the
UAL by FY35 should be a top priority. The schedule completes the amortization of the UAL by FY35.

A related priority to fully funding the System by FY35 is limiting the amount and period of “negative
amortization”. Negative amortization occurs while the UAL increases in the funding schedule. The reason
it occurs is that the amortization payment for a given year is not large enough to pay the interest on the UAL.
Negative amortization often occurs in amortization schedules with annual increasing payments. Negative
amortization is acceptable as long as it is only for a limited period of time. We believe the goal for all systems
should be to eliminate negative amortization as soon as possible. The funding schedule has no negative
amortization.

Many boards have adopted schedules that increase the total appropriation by a set percentage for a period of
time (or the entire length of the schedule). The Board’s current schedule reflects this methodology. However,
the level of annual increase is only 5.0% so there is limited risk in whether such a level of increase is
sustainable.

Maturity and Volatility Measures

There are a number of plan maturity and volatility ratios that can provide significant insight into the level of
aplan’s risk. To illustrate, we are providing two such measures. In both cases, we show the 10-year history
of the ratio. In addition, we comment on how the results compare with other local systems. We believe that
these measures are more useful when compared to historical averages and the results of other plans. See our
notes earlier in this section regarding the 2008 investment loss and assumption changes over this period which
significantly affect these results.
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2. EXECUTIVE SUMMARY (continued)

D | RISK (continued)
Retiree Actuarial Liability / Total Actuarial Liability

This ratio measures the percentage of actuarial liability due to the plan’s retirees. Higher ratios and/or an
increase in this ratio indicate a system that is more mature or becoming more mature. As this ratio increases,
it generally indicates the retired population is increasing faster than the active member population and there
is a greater likelihood of negative cash flow (benefit payments exceeding employer and employee
contributions). Retirees in pay status are more expensive than younger members. As a plan matures, it
becomes more sensitive to investment volatility and the plan will have more difficulty recovering from losses
even with increases in employer contributions.

Valuation Date

2012 2014 2016 2018 2020 2022

Retiree/Total Liability 0.52 0.50 0.50 0.48 0.48 0.51

The ratios for this system decreased slightly from 2012 to 2020 but increased in 2022. However, the ratios
have been fairly consistent indicating the plan has become more mature. Public sector plans often have aging
populations generating an increase in this ratio. We have found this to be generally true for the systems for
which PERAC is the actuary. In 2012, this ratio ranged from .33 to .61. In recent valuations this range has
increased to .47 to .67. Many local systems have seen an increase in this ratio over the past 10-15 years as
the number of retirees, and specifically the retiree liability has increased as a percentage of the total. A
number of systems have had fairly consistent ratios and a few have had decreasing ratios. Such systems have
already reached and or maintained a more mature level.

Actuarial Liability / Pay

This measure reflects how a change in actuarial liability (and therefore UAL) may impact the adequacy of
contributions. As this ratio increases, plan contributions (using a traditional amortization schedule) increase
as a percentage of pay. Furthermore, like the Retiree Liability ratio noted above, higher ratios exacerbate the
impact of investment losses on plan contributions.

Valuation Date

2012 2014 2016 2018 2020 2022

Actuarial Liability/Pay 6.0 5.7 5.8 5.6 5.9 6.1

This ratios for this system varied over this period but have remained fairly consistent. For comparison with
other PERAC systems, in 2012, this ratio ranged from 4.6 to 7.3. For more recent valuations this range has
increased. The ratios currently range from 5.1 to 8.8. This ratio has increased for most local systems
indicating increasing levels of risk.

Impact of Investment Returns on Unfunded Liability and Funded Ratio (Market Value Basis)
We have prepared a simple 5-year projection illustrating the potential impact of actual investment returns on
funding levels. For this estimate, we used the market value of assets and did not attempt to develop an actuarial

value of assets. In projecting the actuarial liability, we assumed the January 1, 2022 actuarial assumptions
are exactly realized over the next 5 years and that there are no changes in assumptions over this period.
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2. EXECUTIVE SUMMARY (continued)

D | RISK (continued)

We first projected the market value of assets assuming the actual return for each of the next 5 years is 7.25%
(the assumption used in the valuation). For comparison, we have also shown the results if the return were
3.0% each year. The 3.0% assumption is not intended to be a worst case basis, but only to reflect the impact
of a lower short term return than the current plan assumption. As discussed earlier in the Executive Summary,
projected returns are lower over the next 10 years than over the next 30 years.

Valuation Date
2022 2023 2024 2025 2026 2027

UAL (in millions)

7.25% $48.6 $38.8 $27.7 $15.0 $0.7 ($15.3)

3.00% $48.6 $50.2 $51.9 $53.5 $55.2 $56.8
Funded Ratio

7.25% 84.5% 88.2% 92.0% 95.8% 99.8% 103.9%

3.00% 84.5% 84.7% 85.0% 85.1% 85.3% 85.5%

For this comparison, we assumed that for the 3.0% projections, the appropriation for the next 5 years would
remain as in the current funding schedule (and the same as that if the actual returns were 7.25% per year). If
returns were actually 3.0% per year, the funding schedule might have to be increased before FY27.

Cash Flow

Cash flow reflects receipts (primarily employee and employer contributions) less disbursements (primarily
benefit payments and expenses). We use the information provided in the Annual Statement but subtract any
investment income credit or excess investment income entries from the total receipts. Then we measure the
ratio of receipts to disbursements. A ratio greater than 1.0 means receipts are greater than disbursements
(positive cash flow). Likewise, a ratio less than 1.0 means